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Office  (tf  ^  Assistant  Secretary  of  Defense  (Ifealth  Affairs) 

June  28,  1995 

MEMORANDUM  FOR  UNDER  SECRETARY  OF  DEFENSE  (COMPTROLLER) 

ASSISTANT  SECRETARY  OF  DEFENSE  (HEALTH 
AFFAIRS) 

ASSISTANT  SECRETARY  OF  THE  NAVY  (FINANCIAL 
MANAGEMENT  AND  COMPTROLLER) 

SUBJECT:  Audit  Report  on  Base  Realignment  and  Closure  Budget  Data  for  the  Naval 
Hospital  Lemoore,  California  (Report  No.  95-258) 


We  ^  providing  this  audit  report  for  your  review  and  comment.  This  report  is 
one  in  a  series  of  rqiorts  about  constroction  costs  for  Defense  base  realignment  and 
closure  Md  is  the  sewnd  report  rdated  to  the  Naval  Medical  Center  Oakland, 
California,  base  reahgnment  and  closure  package.  The  report  also  covers  a  related 
non-base  realignmait  and  closure  railit^  construction  project.  We  c<Misidered 
management  comments  on  a  draft  of  this  report  in  preparing  the  final  report. 

DoD  Directive  7650.3  requires  that  all  audit  recommendations  and  potential 
monetary  benefits  be  resolved  promptly.  The  Assistant  Secretary  of  Defense  (Health 
Affairs)  and  the  Under  Secretary  of  Defense  (Comptroller)  generally  concurred  with 
the  recommendations.  The  Under  Secretary  deferred  action  until  the  Assistant 
Secretary  has  completed  a  revalidation  of  the  requirements  for  the  replacement  project. 
We  request  additional  comments  from  the  Assistant  Secretary  of  Defense  health 
Affairs)  on  Recommendation  l.b.  by  August  28,  1995. 

We  aroreciate  the  cooperation  extended  to  the  audit  staff.  If  you  have  any 
questions  on  toe  audit,  please  contact  Mr.  Michael  A.  Joseph,  Audit  Program  Director, 
or  Mr.  Jack  L.  Armstrong,  Audit  Inject  Manager,  at  (804)  766-2703.  See 
Appendix  G  for  the  rqxnt  distribution.  The  audit  team  members  are  listed  on  the 
mside  back  cover. 


Robciu.  Lieberman 
Assistant  In^iector  General 
for  Auditing 
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Office  of  the  Inspector  General,  DoD 


Report  No.  95-258  June  28,  1995 

(Project  No.  4CG-5008.20) 

BASE  REALIGNMENT  AND  CLOSURE  BUDGET  DATA  FOR  THE 
NAVAL  HOSPITAL  LEMOORE,  CALIFORNIA 


EXECUTIVE  SUMMARY 


Introduction.  Public  Law  102-190,  "National  Defense  Authorization  Act  for  Fiscal 
Years  1992  and  1993,"  December  5,  1991,  directs  the  Secretary  of  Defense  to  ensure 
that  the  amount  of  the  authorization  DoD  requested  for  each  military  construction 
project  associated  with  base  realignment  and  closure  does  not  exceed  the  original  cost 
estimate  provided  to  the  Commission  on  Defense  Base  Closure  and  Realignment  (the 
Commission).  If  the  requested  budget  amounts  exceed  the  original  project  cost 
estimate  provided  to  the  Commission,  the  Secretary  of  Defense  is  required  to  explain  to 
Congress  the  reasons  for  the  differences.  A  primary  reason  for  differences  is  the  rigid 
time  constraints  imposed  on  the  Military  Dep^ments  for  developing  cost  estimates  for 
base  re^ignment  and  closure  military  construction.  The  Inspector  General,  DoD,  is 
required  to  review  each  military  construction  project  for  which  a  significant  difference 
exists  from  the  original  cost  estimate  and  to  provide  the  results  of  the  review  to  the 
congressional  Defense  committees. 

This  rqwrt  is  one  in  a  series  of  reports  relating  to  base  realignment  and  closure  budget 
•  data  and  is  the  second  report  relating  to  the  base  realignment  and  closure  package  for 
the  Naval  Medical  Center  Oakland,  California.  The  report  provides  the  results  of  the 
audit  of  two  construction  projects  to  rqilace  the  hospital  at  the  Naval  Hospital  Lemoore 
at  a  total  cost  of  $47.2  million.  Project  25845  was  for  the  construction  of  a 
replacement  hospital  for  the  existing  hospital  with  an  estimated  construction  cost  of 
$38.2  million  ($37  million  FY  1996  Militanr  Construction  Funds  and  $1.2  million 
equipmrat  funds).  Project  43827  was  for  a  $9  million  (FY  1997  Base  Closure  Account 
Funds)  expansion  of  Inject  25845. 

Objectives.  The  overall  audit  objective  was  to  determine  the  accuracy  of  budget  ^ta 
for  the  base  realignment  and  closure  military  construction.  The  specific  objectives 
were  to  determine  whether  the  proposed  milit^  construction  projects  were  valid  base 
realignment  and  closure  r^uirements,  whether  the  decision  for  military  cons^ction 
was  supported  with  requii^  documentation  including  an  economic  analysis,  and 
whether  the  analysis  considered  existing  facilities.  We  also  evaluated  a  non-ba« 
re^ignment  and  closure  military  construction  project  (project  25845)  because  it  was  the 
hay  s  for  the  base  realignment  and  closure  military  construction  project.  The  audit  also 
evaluated  the  adequacy  of  the  management  control  program  as  it  relates  to  the  audit 
objectives. 

Audit  Results.  A  replacement  hospital  at  Naval  Hospital  Lemoore  was  not 
economically  justified.  By  reducing  the  construction  project  from  a  replacem«it 
ho^ital  to  a  clinic,  DoD  can  put  $27.6  million  of  Mihtaiy  Construction  and  Base 
Closure  Account  funds,  and  $11.5  million  of  Operations  and  Maintenance  funds  to 
better  use  (see  finding  in  Part  D).  Appendix  E  summarizes  the  potential  benefits 
resulting  from  the  audit. 
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The  Office  of  the  Assistant  Secretary  of  Defense  (Health  Affairs)  has  identified  military 
construction  as  high  risk  and  is  planning  to  improve  management  controls.  The  Navy 
has  identified  military  construction  as  medium  risk  and  is  planning  to  conduct  a 
management  control  review  in  FY  1995.  We  did  not  make  recommendations  to 
improve  the  validation  of  project  r^uirements  because  of  management  actions  being 
talsn  in  response  to  a  prior  audit  report.  Parti  contains  a  description  of  the 
management  controls  assessed  and  Part  II  includes  a  discussion  of  the  management 
control  deficiencies. 

Summary  of  Recommendations.  We  recommend  that  the  Assistant  Secretary  of 
Defense  (Health  Affairs)  reduce  the  hospital  rqilacement  project  to  a  clinic  and  modify 
the  economic  analysis  manual  to  require  the  use  of  acutal  cost  data.  We  also 
recommend  that  the  Under  Secretary  of  Defense  (Comptroller)  reduce  the  Military 
Construction  and  Base  Closure  Account  funds  for  the  replacement  project. 

Managonent  Comments.  The  Deputy  Assistant  Secretary  of  Defense  (Health 
Services  Operations  and  Readiness)  stated  that  the  replacement  project  would  be 
revalidated  by  the  end  of  June  1995  and  actual  costs  should  be  a  factor  when 
perfuming  future  cost  analysis.  The  Assistant  D^uty  Comptroller  (Program/Budget) 
has  placed  the  project  funds.  Military  Construction  and  &ise  Closure  Account,  on 
administrative  hold  until  the  Deputy  Assistant  Secretary  completes  the  remiirements 
revalidation.  See  Part  II  for  a  summary  of  management  comments  and  Part  IV  for  the 
complete  text  of  management  comments. 

Audit  Response.  Because  DoD  has  recommended  to  the  1995  Base  Realignment  and 
Closure  Commission  that  the  1993  realignment  from  Naval  Air  Station  Miramar  to 
Naval  Air  Station  Lemoore  be  chan|ed,  we  agree  tfiat  the  replacement  project  should 
be  revalidated  and  a  new  econonuc  analysis  be  performed.  We  will  review  the 
rev^dation  and  economic  analysis  when  it  is  completed.  However;  we  request  that  the 
Assistant  Secretary  of  Defense  (Health  Affairs)  provide  clarification  by  August  28, 
1995  on  the  recommendation  to  update  the  economic  analysis  manual.  Based  on 
discussions  with  p^sonnel  from  the  Office  of  the  Assistant  Secretary  of  Defense 
(Health  Affairs),  we  deleted  a  section  of  the  rqport  on  population  and  worklt^ 
l^ojections  and  modified  the  section  on  the  management  control  program. 
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Background 


Tniriai  oi  tlK  C-nmmkidnn  on  Defense  Base  Clofure  and 

Realigiiment.  On  May  3,  1988,  the  Secretary  of  Defense  chartered  the 
Commission  on  Defense  Base  Closure  and  Realignment  (the  Commiuion)  to 
recommend  military  installatimis  for  realignment  and  closure.  Using  cost 
estimates  provided  by  the  Military  Departments,  the  Commissum  recmnmended 
59  realignments  and  86  base  closures.  On  October  24,  1988,  Congress  i>ass^, 
anri  the  President  signed,  Public  Law  100-526,  "Defense  Authorization 
Amendments  and  Base  Closure  and  Realignment  Act,"  which  enacted  the 
Commission's  recommendadmis.  Public  Law  100-526  also  established  the  DoD 
Base  Closure  Account  to  any  necessary  facility  renovation  or  military 
construction  (MILCON)  projects  related  to  base  r^ignment  and  closures 
(BRAC). 

Subsequoit  CommfaskHi  Requirements  and  Recmmnendations.  Public  Law 
101-510,  "Defense  Base  Closure  and  Realignment  Act  of  1990,"  November  5, 
1990,  reestablished  tte  Commission.  Public  Law  101-510  chartered  the 
Commission  to  meet  during  1991, 1993,  and  1995  to  provide  a  fair  ];>rocess  for 
the  timely  and  indqtendent  realigning  a^  closing  of  i^itary  installatkms.  The 
law  stipulated  that  realignmeot  and  closure  actions  must  be  completed 
within  6  years  after  the  President  transmits  the  recommendations  to  Congress. 

The  1991  Commission  recommended  that  an  additional  48  bases  be  realigned 
and  34  be  closed,  resulting  in  an  estimated  net  savings  of  $2.3  billion  for 
FYs  1992  through  1997  after  a  one-time  cost  of  $4.1  billion.  The 
1993  Commission  recommend  that  45  ba^  be  realisi^  and  130  bases  be 
closed,  resulting  in  an  estknated  net  savings  of  $3.8  billion  during  FYs  1994 
through  1999,  aftn  a  one-time  cost  of  $7.4  billicm. 

Military  Department  BRAC  Cost-Estimating  Process.  To  develc^  cost 
fatrimaieg  for  the  Conmission,  the  Military  Dqiartments  used  the  Cost  of  Base 
Realignment  Actiong  (COBRA)  computer  model.  COWIA  uses  standard  cost 
factors  to  cemvert  suggested  BRAC  r^ons  into  dollar  values  to  provide  a  way 
to  compare  difterent  optiems.  After  the  President  and  Congress  g^rove  tlw 
BRAC  actions,  DoD  realignment  activity  officials  ]^:q>are  DD  Form  1391, 
"Military  Construction  Prefect  DiUa,"  for  individual  coBstruction  projects 

"Military  Construction  Project  Data,"  for  individual  coostruction  projects 
required  to  accomplish  die  realignment  actions.  -  COBRA  provides  cost 
as  a  BRAC  packa^  for  a  particular  realigning  or  closing  base. 
DD  Form  1391  jmivtdes  specific  cost  estimates  for  an  individual 
BRAC  MILCON  project. 

Defense  Reviews  of  BRAC  Estimates.  Public  Law  102-190,  "National 
Defense  Authorization  Act  for  Fiscal  Years  1992  and  1993,” 
December  5,  1991,  stated  that  the  Secretary  of  Defense  shall  ensure  that  the 
authorization  amount  that  DoD  requested  for  eadi  MILCON  project  associated 
with  BRAC  actions  does  not  exceed  die  original  estimated  cost  provided  to  the 
CcHnmission.  If  the  requested  budget  amounts  exceed  the  origii^  project  co^ 
yjrfinmteg  provided  to  the  Comaiission,  then  the  Secretary  is  r^piired  to  explain 
to  Congress  the  reasons  for  die  differences.  Public  Law  102-190  also 
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prescribed  that  the  Inspector  General,  DoD,  evaliute  significaitt  increa^s  in 
construction  project  costs  over  the  estimated  costs  jmovided  to  the  Commission, 
and  send  a  report  to  the  congressional  Defense  committees. 


Objectives 


The  overall  audit  objective  was  to  determine  the  accuracy  of  budget  data  for  the 
BRAC  MILCON.  The  specific  objectives  were  to  determine  whether  the 
proposed  MILCON  projects  were  valid  BRAC  requiremeitfs,  whether  the 
decision  for  MILCON  was  supported  with  required  documentation  iKluding  an 
economic  analysis,  and  whether  toe  analysis  wmsidcred  existing  facilities.  We 
also  evaluated  a  non-BRAC  MILCON  project  because  it  was  toe  basis  for  the 
BRAC  MILCON  project.  The  audit  also  assessed  toe  adequacy  of  the 
management  cmitrofim^ram  as  it  relates  to  the  audit  objectives. 


Scope  and  Methodology 


BRAC  Package  Selection  Process.  COBRA  devel^  cost  estimates  as  a 
BRAC  package  for  a  particular  realignment  or  closing  bare,  but  does  not 
develop  estimates  by  individual  BRAC  MILCON  project.  We  ownpared  the 
total  COBRA  cost  estimates  for  each  BRAC  package  to  the  Militaxy 
DepartmeiUs'  and  Defense  Logistics  Agency's  FYs  1994  through  1999  BRAC 
MILCON  $2.6  billion  budget  submission.  In  FY  1994,  we  selected  BRAC 
MILCON  packages  for  which: 

o  the  package  had  an  increase  of  more  than  10^  percent  from  the  total 
COBRA  estimates  to  the  current  total  package  budget  estimate,  or 

o  the  submitted  budget  estimates  increased  by  more  tiian  $21  million. 

Selection  of  Prqjects  for  Audit.  In  a  March  1993  menacMandum,  toe  Chief  of 
Naval  Operations  projected  that  the  closure  ctf  tiie  Navid  Medical  Ceiker 
(MBDCEN)  Oakland,  California,  would  result  in  new  omistniction  only  at  the 
MEDCEN  San  Diego,  California.  The  COBRA  cmiqMiter  model  projected  that 
toe  closure  of  MEDCEN  Oakland  would  require  about  W5.4  million  in  new 
construction.  After  the  March  1993  memorandum  was  issued,  MEDCSI 
Portsmouth,  Virginia;  Naval  Hospital  (NH)  Bremerton,  Washington;  MEDCEN 
San  Diego,  California;  and  NH  Lemoore,  Califcwnia,  sumnitted  BRAC 
MILCON  projects,  increasing  the  total  MEDCEN  Oakland  BRAC  package  cost 
to  $39.7  million. 

The  above  selection  criteria  were  applied  to  the  total  $39.7  nodllion  cost  for  the 
MEDCEN  Oakland  BRAC  package.  For  this  audit,  we  limited  our  review  to 
the  hospital  replacement  project,  with  an  estimated  cost  of  $47.2  million  (Base 
Closure  Account  and  MILCON  funds),  at  NH  Lemoore. 
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The  Office  of  the  Assistant  Secretary  of  Defense  (Health  Affairs)  (OASD|H^) 
replacement  project  consisted  of  two  projects.  Project  25845  fo*"  ^ 
construction  of  a  replacement  hospital  for  the  exis^  homital  at  mi  L«n<^ 
with  an  estimated  constructioii  cost  of  $38.2  million  ($37  millioii  FY  lS>9o 
MILCON  funds  and  $1.2  million  equipment  flinds).  The 
justified  on  BRAG  actions.  Project  43827  was  for  a  $9  million  (FY  19^  Base 
Closure  Account  ftin^)  expansion  of  project  25845  as  the  result  of  BRAG  and 
was  included  in  the  MEDC01  Oakland  package. 

Examination  Process.  We  examined  the  FY  1996  MILCON  budgrt  remiests 
a^  related  documentation  regarding  the  closure  of  the  MEDCEN  Oudand  ^ 
realignment  of  medical  personnel  to  the  NH  Lemoore.  We  reviewed jmppor^ 
documentation  for  the  MILCON  project  planned  for  NH  Lemoore.  Tlie  review 
included  FY  1991  through  FY  1993  NH  LemoMe  budget,  cost,  and  wOTldoad 
data,  and  Civilian  Health  and  Medical  Program  of  the  Uniformed  Sci^s 
(CHAMPUS)  cost  and  workload  data  for  the  catchment  area  (the  area  wi^  a 
40-mile  radius  of  the  ho^ital).  We  reviewed  the  economic  analysis  procedures 
and  verified  the  daU  used  in  the  analyses. 

Computer-Processed  Data.  We  used  data  obtained  ftom  the  Defoasc  Med^ 
Information  System  to  verify  the  accuracy  of  the  economic  analysts.  Specif 
Defense  Medical  Information  System  data  used  were  NHLonoore  and 
CHAMPUS  cost,  work  load,  and  catchment  area  population.  We  revfcwed  the 
supporting  informatum  that  OASD(HA)  develop^  to  validate  the  information 
used  in  the  economic  analysis.  We  also  performed  a  limited  test  of  fte  accuracy 
of  NH  Lemoore  FY  1993  operating  costs  and  FY  1998  projected  population 
data.  We  did  not  verify  the  accuracy  of  NH  Lemoore  workload  data  or 
CHAMPUS  cost  and  wmidoad  data.  A  more  detailed  review  will  be  made  of 
the  Defense  Medical  Information  System  cost  and  workload  accounting  systems 
in  a  future  aialit. 

Audit  Standards  and  LocatkMis.  This  economy  and  efficiency  audit  was  made 
from  May  16  through  October  27,  1994.  The  audit  was  made  in  accordance 
with  ynHiting  gtandards  issuod  by  the  CoH^itroller  General  of  the  Unded  States, 
as  implemented  by  the  Inspector  General,  DoD.  Accordingly,  the  au^t 
iiviiiHftH  tests  of  management  controls  as  were  considered  necessary.  We  did 
not  rely  on  statistical  san^ling  procedures.  Appendix  F  lists  ttie  wganizations 
visited  or  contacted  during  the  audit. 


Management  Control  Program 

Management  Controls  Assessed.  We  evaluated  the  O^D(HA)  and  Navy 
management  control  {HTognun  ftw  validating  MILCON  lequiranents. 

Adequacy  of  Management  Controls.  OASD(HA)  validated  the  MILCON 
project  requirements  consistent  with  existing  guidance.  We  identified  a  material 
management  control  weakness  as  defined  by  DoD  Directive  5010.38,  "Internal 
Management  Control  Program,"  April  14,  1987,  for  the  hospital  replacement 
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projects.  Navy  management  controls  were  not  adequate  to  ensure  that  ^ 
project  requirements  were  adequately  validated.  We  w  not  making 
lecommen^tions  to  the  Navy  to  improve  procedures  for  validating  MILCON 
project  requirements  because  recommendations  were  made  in  Inqiector  General, 
DoD,  Re^rt  No.  94-125,  and  corrective  action  is  in  process. 

Adequacy  of  the  Management  Contr«d  Sdf-Evahiation  Process.  The 
OASD(HA)  and  Navy  management  coi^l  self-cvaluatitm  procesws  were 
adequate  as  they  related  to  the  audit  objectives.  OASD(HA)  has  identitied 
MILCON  as  hi^i-risk  and  is  planning  to  improve  management  controls.  The 
Navy  identified  MILCON  as  medium  risk  and  is  piani^  to  induct  a 
managPTnent  cfwitml  rcview  in  FY  1995.  The  details  are  dnsdissed  in  Part  II. 
A  copy  of  the  report  will  be  provided  to  the  senior  official  re^nsible  for 
management  controls  in  die  OASD(HA)  and  the  Navy. 


Prior  Audits  and  Other  Reviews 


Appendix  A  contains  summaries  of  General  Accounting  Office  and  Inspector 
General,  DoD,  auHits  and  an  OASD(HA)  study  that  dipisses  issues  related  to 
the  construction  of  military  treatment  facilities.  Additionally,  since  FY  1991, 
numerous  audit  rqxirts  have  addressed  DoD  BRAC  issues. 
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Part  n  -  Finding  and  Reconunendations 
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Construction  Requirements 

A  replacement  hospital  at  Naval  Hospital  Lemoore  was  not  economic^y 
justified.  The  economic  analysis  used  to  justify  the  replacement  hospital 
project  was  flawed,  showing  that  management  controls  over  valida^g 
construction  requirements  needed  improvement.  By  building  a  clinic 
rather  than  a  replacement  hospital,  DoD  could  put  $39.1  million  to 
better  use  over  the  FYs  1998  through  2003  Future  Years  Defense 
Program  and  avoid  adding  unnecessary  infrastructure. 


Background 


Criteria.  DoD  instructions  require  that  MILCON  projects  be  justified  on  valid 
requirements  and  be  supported  by  an  economic  analysis.  OASD(HA)  has  an 
economic  analysis  manual  that  implements  those  procedures.  DoD  instructions 
also  require  that  medical  MILCON  projects  be  properly  validated. 

DoD  Instructions.  DoD  Instruction  7040.4,  "Military  Construction 
Authorization  and  Appropriation,"  March  5,  1979,  requires  that: 

o  a  special  effort  be  made  to  efficiently  use  all  existing  DoD 
installations  and  facilities  and 

o  an  economic  analysis  be  prepared  and  used  as  an  aid  to  establish 
MILCON  priorities  and  to  determine  optimum  allocation  of  resources  to 
MILCON. 

DoD  Instruction  7041.3,  "Economic  Analysis  and  Program  Evaluation  for 
Resource  Management,"  October  18,  1972,  requires  that  an  economic  analysis: 

o  systematically  identify  benefits,  other  outputs,  and  costs  associated 
with  missions  and  alternate  ways  to  accomplish  a  program  and 

o  evaluate  alternative  financing,  such  as  lease  or  buy. 

DoD  Instruction  6015.17,  "Planning  and  Acquisition  of  Military  Health 
Facilities,"  March  17,  1983,  requires  that  an  economic  analysis  be  prepared  to 
select  the  most  cost-effective  alternative.  Changes  being  drafted  to  the 
instruction  (to  be  renamed  "Procedures  for  the  Planning,  Programming, 
Budgeting,  and  Execution  for  Construction  of  Military  Health  Facilities")  will 
require  OASD(HA)  to  validate  and  revalidate  the  requirements  for  a  MILCON 
project  at  various  stages  of  the  d^gn  and  MILCON  process. 
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Health  Affairs  Procedures.  The  "DoD  Economic  Analysis  Procedmes 
Manual,"  (economic  analysis  manual)  revised  April  4,  1989,  provides 
OASD(HA)  procedures  for  the  develoi>inent  of  military  treatment  facility 
workload  data,  determination  of  availability  of  other  health  care^  providers, 
analysis  of  beneficiary  peculation,  and  performance  of  cost  ccHnparisons.  The 
publication  was  originally  drafted  in  FY  1985  and  has  been  the  primary 
guidance  for  preparing  an  economic  analysis.  The  OASD(HA)  is  in  the  process 
of  updating  the  manual. 

NH  Lonowe  Catchment  Area.  NH  Lemoore  is  located  at  the  Naval 
Station  (NAS)  Lemoore  about  40  miles  southwest  of  Fresno,  California. 
Appendix  B  is  a  m^  of  the  NH  Lemoore  catchment  area.  The  hospital, 
constructed  in  1961,  provides  acute  care  medical  and  obstetrical  services  and 
some  surgical  services.  The  hospital  has  a  37-bed  irc^tient  c^ability  and  two 
satellite  clinics.  Although  it  is  accredited,  the  hospital  has  structural 
deficiencies,  and  violates  standards  of  the  Joint  CcHnmission  on  Accreditation  of 
Health  Care  C^ganizations.  The  high  water  table  in  the  NAS  Lemoore  and 
the  expansive  soil  conditkms  have  caused  cracked  and  uneven  floors  within  the 
hospital.  The  hospital  also  contains  life  safety  deficiencies,  such  as  insufficient 
bum  ratings  of  separating  walls  and  inadequate  smoke  ventilation  systems. 
Additionally,  corridors  are  too  narrow.  The  planned  174,943-square-foot 
replacement  hoqiital  will  include  ouq>atient  clinics,  ancill^  and  support  areas, 
and  19  inpatient  beds  (9  medical/surgical  and  10  obstetric^gynecology).  Tte 
design  is  35  percent  cmiqilete  and  the  construction  is  to  be  conopleted  in 
FY1998. 

Health  Care  Availability.  Several  health  care  services  are  available  to 
the  catchment  area's  23,981  beneficiary  population.  Active  duQr  personnel  lave 
access  to  NH  Lemoore.  Active  duty  dependents,  retirees,  a^  reti^ 
dependents  may  receive  care  at  NH  Lemoore  on  a  space  available  basis.  Active 
duty  dependems,  retirees,  and  retiree  dependents  under  65  years  of  age  are 
eligible  for  CHAMPUS  benefits,  while  those  age  65  years  and  over  are  entitied 
to  M^icare.  Retirees  may  also  receive  care  at  the  Veterans  Affairs  Medical 
Center,  Fresno,  California. 

Cost  Health  Care  in  the  NH  LenuKHre  Catchment  Area.  In 
FY  1993,  DoD  ^nt  $29.4  million  for  health  care  in  ^  catchment  area. 
NH  Lemoore  spent  $22.4  million  for  145, 819  patient  visits  to  clinics  and 
1,465  inpatient  discharges.  NH  Lemoore  had  2,710  iiqMtient  bed  days  for  an 
average  of  7.5  (or  20.3  percent  occupancy  of  the  37  beds)  occupied  beds  per 
day.  The  Office  of  CHAMPUS  spent  $7  million  for  30,199  outpatient  visits 
and  537  irpatiem  discharges.  CHA^IPUS  had  2,418  irpatieot  bed  days  for  an 
average  of  6.6  occupied  l^ls  per  day. 
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Hospital  Replacement  Justification 

The  OASD(HA)  and  the  Navy  were  planning  to  construct  a  replacement  hospit^ 
that  was  not  economically  justified.  The  contractor-prepared  economic  anmysis 
that  was  u^  to  justify  the  rqilacement  hospital  project  was  flawM.  Na>^ 
management  controls  over  validating  MILCON  projects  could  be  unproved. 
Only  a  clinic  is  needed. 

Economic  Analysis.  The  contractor-prepared  economic  analysis  wm  fla^ 
because  it  overstated  the  savings  of  building  a  19-bed  replawment  Jwspital.  The 
economic  analysis,  completed  on  June  1.  1994.  used  a  25-y^  life-cycte-cort 
analysis  It  stated  that  NH  Lemoore  would  save  $14.5  million  annually  by 
constructing  a  replacement  hospital  versus  building  a  clime.  However,  tte 
economic  analysis  contair^  a  flawed  iiqiatient  cost  comparison^  understated 
the  access  to  civilian  health  care.  We  estimated  that  DoD  would  have  an  &^tim 
cost  avoidance  of  $1.91  million  (Operations  and  Maintenance  appropriation)  if  a 
clinic  were  built  rather  than  a  replacement  hospital. 

Innatient  Cost  Comparison.  In  the  economic  analysis,  the  i^t^ 
cost  comparison  between  NH  Lemoore  and  CHAMPUS  ^wed.  "Hie 
economic  analysis  projected  inpatient  care  would  cost  less  at  NH  Lemoore  than 
at  civUian  providers.  However,  by  using  civilian  h^th^ 
care,  DoD  could  realize  an  annual  monetary  benefit  of  $1.91  million 
(Operations  and  Maintenance  appropriation)  <x  $11.5  milliCMi  over  the  next 
6  years.  Appendix  C  discusses  dw  details  of  how  the  annual  monetary  benefit 
was  determu^. 

The  annual  inflation  cost  estimate  used  in  the  ^ 

actual  annual  inflation  cost  at  NH  Lemoore  and  CHA^US  m  FYs  1^ 
through  1993.  As  a  result,  the  economic  analysis  undoestunated 
NH  Lemoore 's  average  iiqiatient  cost  and  overestimated  CHAMPUS  average 
inpatient  costs.  The  cost  inflation  estimates  used  in  the  ccom^c  a^ysis  were 
inrorrect  because  the  cost  estimating  procedure  in^  econonuc 
was  inadequate.  Figure  1  compares  actual  NH  Lemrore  and  QHAMP^ 
inpatient  costs.  We  did  not  include  FY  1990  data  m  Figure  1  becauw  NH 
Lemoore  <tid  not  have  reliable  information  to  determine  accurate  uqiatient  wsts 
and  the  economic  analysis  did  not  use  FY  1990  CHAMPUS  data,  ^pendix  C 
discusses  how  ti»e  average  ii^iatient  costs  were  computed. 
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Figure  1.  CooqMrisoaof  Actual  Average  Inpatient  OMts 


NH  Lcmeore  Avwage  Inpatient  Costs.  The  economic  analysis 
underestimated  tiie  NH  Lemoore  irflatioa  cost  for  average  .  JJ* 

fynfUYmip.  «naiy«M  estimated  average  inpatient  costs  to  be  $3,465  m  FY  19W 
and  $3,875  in  FY  1993  for  an  increase  of  $410  (11.8  percent).  The  econonw 
analysis  umlied  an  compound  inflation  rate  of  3.8  percent  to  ok 

FY  1990  to  project  NH  Lemoore's  average  iiq>atient  cost  throi^ 

FY  1998,  the  construction  completion  date  of  the  replacment  facility. 
However  tiie  actual  average  iiqiatient  cost  increased  by  $2,168  (62.6  percent) 
from  $3,465  in  FY  1990  to  $5,633  in  FY  1993,  as  shown  in  Figure  2. 
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Fiscal  Year 


•tstti  lABSmMATE  ACTUAL  coarrs 


Figure!.  Comparison  of  Estimated  and  Actual  NH  Lemoore  Ayemge 

Inpatient  Costs 


Our  estinuites  of  die  NH  Lemoore  average  umatient  costs  are  conservative 
because  the  Medical  E]q[>eose  and  Performance  Report^  System  inpatient  and 
outpatient  cost  accounts  were  understated  by  an  estimated  $2.9  n^lion,  or 
is!?  percent.  The  FY  1993  Medical  Expense  and  Performance  Rmwiting 
System  patient  care  costs  totaled  $18.5  million.  However,  Medical  Epqiense 
and  Performance  Rniorting  Syston  patient  costs  did  not  include  $1  million,  or 
5.4  percent,  in  NH  Lemoore  related  expenses,  sudi  as  tcaiiu^  patient 
transportation,  and  ambulance  services.  The  Medical  Esqieiise  and  Pnonmn^ 
Reporting  System  patient  costs  also  did  not  reflect  the  amoctizatioa  of  tl» 
constructiMi  costs  of  $1.9  million  anmially  over  25  years. 
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CHAMPUS  Average  Inpatient  Costs.  The  Mation  factors 
used  in  the  economic  analysis  overstated  CHAMPUS  average  u^>atient  costs. 
The  economic  analysis  used  actual  FY  1991  CHAMPUS  average  inpatient  cost 
of  $4,672  and  projected  a  FY  1993  average  iipdient  cost  of  $5,131,  or  an 
increase  of  $459  (9.8  percent).  The  economic  analysis  ^ph€^ 
animal  compound  inflation  rate  of  4.8  percent  to  the  FY  1991  CHAMPUS 
actual  cost  through  FY  1998.  However,  actual  averaec  inp^ent  costs  for 
CHAMPUS  decreased  by  $317  (6.8  percent)  from  $4,672  to  $4,355  between 
FYs  1991  and  1993,  as  shown  in  Figure  3. 


Figure  3.  Cmnparison  of  E^stimated  and  Actual  CHAMPUS  Average 
Inpatient  Costs 


Economic  Analysis  Manual  Cost-Estimating  Procedures.  The 
economic  analysis  foUowed  the  health  care  cost  estimating  procedmes  in  tte 
economic  analysis  manual,  which  were  inadequate.  The  ecoMmic  analysis 
fwaniiai  requires  that  the  average  cost  of  all  DoD  community  hospitals  be  u^d  to 
estimate  DoD  hospital  costs  when  performing  an  economic  analysis  for  a 
MTTjCON  project  at  a  specific  location.  The  economic  analysis  manual  further 
requires  that  DoD  hospital  costs  be  projected  based  on  ^ific  Ctovenm^ 
inflation  rates  for  military  and  civilian  pay  and  the  medical  portion  of  the 
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consumer  price  index  for  odier  DoD  snd  CHAMPUS  costs.  econoimc 
analysis  did  not  ccmsider  the  actual  cost  and  inflation  of  the  area  under 

study. 

OASD(HA)  was  in  the  mocess  of  updating  the  economic  analysis  mamial  "to 
provide  state-of-the-art  qqiroach  for  evaluating  MILCON  projects. 

^  economic  analysis  manual  is  being  updated,  we  are  recommending  that  the 
economic  analysis  manual  recpiire  that  aU  cost  comparisom  be  based  on  acnm 
costs,  and  delete  the  requiranent  to  use  arbitrary  in&tion  factors  when  tM 
factore  are  not  rei»esentative  of  actual  cost  growth  in  a  locm  area.  If  the 
economic  analysis  had  used  several  years  of  actual  cost  data,  the  actual 
NH  Umoore  cost  increase  and  the  actual  CHAMPUS  cost  decrease  would  have 
been  idei^ed. 


NH  Lmotwe  Cost  Increase.  We  attributed  the  cost 
increase  at  NHLemoorc  to  the  inefficiencies  of  anall  DoD  co^umty 
hospitals.  In  FY  1993,  the  average  DoD  inpatient  bed  day  cost  wm  $860  (third 
party  billing  rate),  while  the  average  inpatient  bed  day  c(^  at  NH  Lemoore  was 
M,^4,  or  $1,114(129.5  pwo^)  more  than  the  DoD  average.  Gencr^ 
Accounting  Office  Rnport  No^  B-217767,  "DoD  Should 
to  Analyze  the  Cost-Mectivcness  of  Sniall  Hospitals,  March  15,  19®.  sta^ 
that  DoD  horoitals  with  an  average  daily  iiqiatient  occupancy  of  less  thM 
50  beds  may  not  be  cost-effective  (sec  ^^lendix  A).  The  eamraiK  ai^ysis 
projected  NH  Lemooie's  FY  1998  average  ii^iatient  occupancy  at  12.5  beds  per 
day. 


CHAMPUS  Cost  Decrease.  We  attributed  the  cost 
decrease  for  CHAMPUS  to  the  DoD  managed  c^  efforts  and  the  ec^mic 
conditions  of  the  catchmem  area's  nonrDoD  civilian  population.  Uniter  the 
DoD  CHAMPUS  r^rm  initiative,  contract  rates  have  been  negotteted  with 
civilian  health  care  providers.  DoD  is  in  a  favorable  position  to  negodate  l^m 
care  rates  with  civilian  providers  because  approximately  40pcrc<®t  of  tte 
civilian  pc^adation  does  not  have  health  care  insurance  and  are  mi  Medi-Cal, 
Califomu's  Medicaid  program. 

Accew  to  aviliaa  Providers.  The  economic  analysis  inaccurately 
portrayed  NH  Lemoore  to  be  in  a  medically  underserved  area.  The  econonuc 
analysis  aim  overstated  travel  ^Obtems,  such  as  inadequate  toads  and  seasonal 
fog,  for  beneficiaries  seeking  medico  care.  However, 

o  excess  ciqiacity  existed  in  civilian  hospitals, 

o  an  adequate  number  of  physicians  were  available, 

o  moM  DoD  beneficiaries  live  off  base,  and 

o  road  cmiditions  and  seasonal  fog  did  not  impair  the  ability  of 
beneficiaries  from  seeking  civilian  or  military  health  cate. 

AvailabiUty  of  Civilian  Hospitals.  The  number  of  acute  care 
hospitals  in  the  area  was  adequate.  A  total  of  20  acute  care  hospitals 
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were  in  the  area  with  2,310  operating  patient  beds,  of  which  18  hospitals  had  a 
daily  average  of  712  available  patient  beds.  Of  the  20  hospitals,  2  did  not  have 
reported  patient  bed  utilization.  The  20  hoq)itals  raided  from  a  23-patient  bed 
hospital  in  Coalinga,  California,  to  a  363-bed  hospital  in  Fresno,  California. 
The  20  hospitals  are  locat^  various  distances  from  Lemoore,  4  are  located 
between  0  and  20  miles,  11  between  21  and  30  miles,  and  5  between  31  and 
40  miles.  Af^ndix  D  lists  the  types  of  services  the  20  hospitals  offered  and 
reported  patient  bed  utilization. 

Two  hospitals.  Central  Valley  and  Hanford  Community,  arc  located  in  Hanford, 
California,  iq)proximately  11  miles  from  NH  Lemoore  and  have  48  excess  beds. 
Both  bo^tals  are  accredited  by  the  Joint  Commission  on  Accreditotion  of 
Healthcare  Organizations;  and  each  has  an  emergency  room,  an  obstetrics  ward, 
and  a  medical  surgical  ward.  NH  Lemoore  has  an  agr^ment  with  Hanford 
Community  to  provide  services,  such  as  cardiac  catheterization,  complex  ai^ 
overflow  obstetrics,  computer  axial  tomography  (CAT  scan),  magnetic 
resonance  imaging,  and  radiology  services,  to  NH  Lemoore  patients.  The 
planned  NH  Lemoore  facility  will  not  have  the  capability  to  treat  serious  or 
complicated  cases.  NH  Lemoore  personnel  stat^  that  bums,  ca^iac 
emergencies,  con^licated  and  high  risk  pregnancies,  and  major  trauma  will  be 
transferred  to  various  civilian  hospitals  in  the  area. 

Availabiltty  of  Catchment  Area  ntyskdans.  The  economic 
analysis  stated  that  Several  of  the  geographic  areas  in  the  ci^xdiment  area  have 
been  designated  as  health  professional  shortage  areas  by  the  Department  of 
Health  and  Human  Services.  The  NH  Lemoore  catchment  area  includw 
35  Department  of  Health  and  Human  Services  designate  areas.  The  economic 
analysis  stated  t^  21  of  the  35  areas  were  designated  as  health  profeuional 
shortage  areas;  however,  the  information  used  in  the  economic  a^ysis  was 
out-of-date  or  was  inaccurate.  The  Department  of  Health  and  Human  Services 
H^finftg  a  shortage  area  as  one  primary  care  physician  per  3,5(X)  persons. 
According  to  the  1990  Census  Population  Files,  the  catchment  area  ratio  for 
NH  LemoMe  was  1:1,010  for  primary  care  physicians  to  the  population.  Only 
18  health  im}fessional  diortage  areas  exists.  Of  tl»  18  areas,  9  were 
dpsignatftd  gg  health  professional  shortage  areas,  based  on  limited  availability  of 
medical  care  or  insurance  to  migratory  woricers  and  low  income  perstms.  The 
criteria  do  not  apply  to  the  NH  Leinoore  beneficiaries  wtose  health  care  is 
covered  by  the  GovemmeiU.  The  remaining  9  health  professional  shmtage  areas 
were  on  the  fringe  of  the  catchment  area  acid  had  few  DoD  beneficiaries. 

Beneficiaries  Living  Off  Base.  Approximately  17,028  (m 
71  perceiu)  of  the  23,981  beneficiaries  in  the  catchment  arw  live  off  base  and 
travel  past  1  of  the  20  civilian  hospitals  enroute  to  seek  medical  care  or  to  go  to 
work  at  the  NH  or  NAS  Lemoore.  Of  the  13,647  active  duty  personal  and 
their  dependents  assigned  to  NAS  Lemome,  6,694  (ot  49. 1  percent)  live  off 
base. 


Personnel  on  base  already  travel  to  civilian  providers  for  health  care.  In 
FY  1993,  NH  Lemomre  issued  865  nonavailability  sUtements  for  patiei^  to 
seek  treatment  at  civilian  tospitals.  A  nonavailability  statement  is  a  mili^ 
treatment  facility  c«tifrcation  provided  to  the  beneficiary  stating  that  medical 
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care  cannot  be  provided  because  of  the  lack  of  resources  or  ctqMbility. 
Beneficiaries  obtuned  the  nonavailability  statanents  at  NH  Lemoore,  then 
traveled  off  base  to  a  civilian  inovider  for  health  care.  Figure  4  shows  a 
monthly  distribution  of  patients  admitted  to  civilian  hospitals  resulting  from  the 
issuance  of  nonavaiUb&Qr  statements. 


Oct  Nov  Dm  Jaa  FebUar  ApiliayJnaeJalyAiigSep 


Months 


Figured.  NuntettfNMavailitoility  Statements  Issued  in  FY  1993 

Road  ConditVys  and  Seasonal  Fog.  The  safety  of  patients 
commuting  to  and  frmn  medical  care  facilitiM  in  the  frequently  inclement 
conditions  near  NAS  Lemotne  is  a  valid  consideration.  We  ascertained  that 
road  conditions  a^  seasonal  fog  did  not  significantly  impair  the  abili^  of 
NH  Lemoore  beneficiaries  to  seek  medical  care  at  civilian  health  care  providers 
«  at  the  NH  Lemoore.  NAS  Lemoore  is  easily  accessible  to  Interstate  5  and 
Highways  198,  99,  and  41.  The  highways  are  relatively  straight  and  are  on  flat 
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terrain  with  few  traffic  lights  and  light  traffic.  NH  Lemoore  is  loca^  directty 
off  Highway  198,  which  is  a  limited  access  foiu-lane  highway,  with  an  easy 
drive  from  NAS  Lemoore  into  Hanford  and  V isalia,  California. 

From  Novanber  through  February,  the  NAS  Lemoore  and  the  San  Joaquin 
Valley  experience  periods  of  dense  fog.  However,  a  25-year  employee  of 
NAS  Lemoore  stated  that  the  base  had  never  closed  or  delayed  opening  because 
of  the  fog  As  illustrated  in  Figure  4,  a  significant  fluctuation  of  the  issuance  of 
nonavailability  statements  did  not  occur  from  November  through  February  m 
FY  1993. 

Management  Controls  Over  the  Validation  of  Requirements.  0^p(HA) 
attempted  to  validate  the  economic  analysis;  however,  the  Navy  lacked  good 
management  amtrols  for  ensuring  that  accurate  requirements  data  were 
provided.  The  OASD(HA)  and  the  Navy  maMgenaent  control  progr^  have 
the  validation  of  requirements  as  high  risk  and  medium  nsk  areas, 

respectively. 

OASIKHA)  Validation.  OASD(HA)  established  procedures  ai^ 
yccimv»H  responsibilities  for  the  validation  of  MILCON  jwojwt  ect^mic 
analyses  and  requirements  in  response  to  Inspector  General,  DoD,  Repm 
No.  92-039  (see  Appendix  A).  Assigned  monitors  wiU  track  and  report  on  the 
DoD  manflgi»nv>nt  contTol  program  measures  and  provide  an  annual  statement  to 

OASD(HA). 

OASD(HA)  validated  the  economic  analysis;  however,  the  validation  of  the 
NH  Lemoore  replacement  hospital  project  was  perforin^  us^  the  econo^ 
analysis  manual.  As  disoissed  in  "Economic  Analysis  Mam^  Cort  Estimating 
Procedures,"  the  cost  egHmating  procedures  in  the  economic  analysis  manual 
were  inadequate. 

Navy  Validation.  The  Naval  Bureau  of  Medicine  and  Surgery  did  ^ 
ademiately  validate  the  rrolacement  hospital  projects  sutaoitted  to  O^D(HA). 
The  Naval  Bureau  of  Medicine  and  Surgery  identified  MILCON  as  an 
assessable  unit  but  had  not  performed  a  management  control  review.  However, 
the  Naval  Bureau  of  Medicme  and  Surgery  has  scheduled  a  managem^  control 
review  of  MILCON  in  FY  1995.  We  are  not  making  recommendation  to  the 
Navy  to  inqwove  procedures  for  validating  MILCON  proj«t  reepurm^ 
recommendations  were  made  in  Inspector  General,  DoD,  Report 
No.  94-125,  and  corrective  action  is  in  process. 


Clinic  Construction 


DoD  could  realize  a  one-time  monetary  benefit  of  $27.6  million  ($46  millm 
less  $18.4  million)  if  a  clinic  rather  than  a  replacement  hospital  wen  buUt.  Tbc 
MILCON  cost  estimate  for  a  174,943-square-foot  ho^ital  was  $46  mmion.  At 
our  request,  the  OASD(HA)  sized  a  clime  based  on  our  validat^  populaUon  and 
outpatient  visit  figines.  We  calculated  that  there  would  be  35,065  beneficiaries 
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CMUtructioii  Requirements 


based  on  data  provided  by  the  BRAC  office  at  Naval  Air  Force,  U.S.  Pacific 
Fleet,  San  Diego,  California,  and  the  NAS  Lemoore  "Naval  Facilities 
Rj^uirements"  report.  OASD(HA)  estimated  that  the  clinic  should  be 
96,292  square  feet.  The  cost  to  construct  the  clinic  is  $18,4  million,  based  on 
OASD(HA)  pcocedhires  for  estimating  MILCON  costs.  The  table  shows  the 
estimated  clinic  cmistniction  cost. 


Estimated  Clinic  Construction  Cost 


Estimated  constrtiction  cost: 


Clinic  (96,292  square  feet  at  $143.37  per 
square  foot) 

Support  facilities  (20  pocent  of  clinic) 

Contingency  fee  (5  percent  of  construction) 

Supervision,  inspection,  and  overhe^ 

(6  percent  of  construction  and  contingency)  - 

Total 


$13,805,384 

2.761.077  $16,566,461 

828,323 


$18,438,471 


Rfcommendatkms,  Management  Comments,  and  Audit 
Response 

1,  We  reaanmeiid  that  the  Assistant  Secretary  of  Defense  (Health  Affairs): 

a.  Reduce  the  Naval  Hospital  Lemoore  amstmction  prq|ect  to  a 

clinic. 

Management  Cwnments.  The  Assistant  Secretary  of  Defense  (Health 
Affairs)  agreed  that  the  ho^ital  MILCON  may  not  be  economically  justed. 
The  Office  of  Health  Services  Analysis  and  Measurement  is  performing  a 
revalidation  of  the  MILCON  project  using  the  most  recent  available  data. 
Pgriin!itf>rf  ctnnpletion  date  of  the  revalidatioh  is  June  30,  1995.  The  Assistant 
Secretary  also  agre^  that  the  BRAC  1993  account  funds  should  be  reduced  in 
full,  contingent  upwi  Presidential  and  congressional  ^roval  of  the  BRAC  1995 
decisions  pertaining  to  NAS  Lemoore. 

Audit  Requmae.  The  comments  from  the  Assistant  Secretary  of 
Defense  (H^th  Affairs)  were  re^nsive.  We  will  review  management's 
revalidation  analysis.  Our  recommendation  to  reduce  the  project  8C^>e  to  a 
clinic  and  the  related  cost  estimate  may  be  conservative  because  of  the  recent 
DoD  decision  to  eliminate  the  BRAC  1W3  move  to  NAS  Lemoore. 
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Constructioa  Requirements 


b  Update  the  "DoD  Economic  Analysis  Procedures  Manual"  to 
require  'that  actual  cost  data  for  a  military  treatmpt  facffl^  md  Us 
area  be  used  to  perform  cost  comparisons  between  he^  cw 
provided  by  a  military  treatment  fadlUy  and  civilian  providers  for 
constructioa  projects. 

Tifanagrmmt  Ceoasnents.  The  Assistant  Secietaty  of  Defense  (Health 
Affairs)  concmred  in  principle  with  the  recommendation.  The  Assistant 
Secmaiy  dut  actual  cost  data  should  be  considered  as  one  of  the  factors 
used  to  pel  form  cost  cmnperisons. 

Audit  Rttpi*—  The  comments  from  die  Assistant  Secretary  of 
Defense  (HealA  Affairs)  are  par^y  responsive.  The  Assist^ 
npither  that  costs  would  be  included  as  a  facttv  m  the  D<^ 
Economic  Analysis  Procedures  Manual,"  nor  provided  an  estimated  date  d^  the 
action  would  be  completed.  We  request  that  the  Assistant  Secr^  address 
actkms  that  would  be  to  update  the  "DoD  Ectmomic  Analysis  Procedures 
Manual"  and  when  those  actkms  would  be  conqileted. 


2.  We  recommend  that  the  Under  Secretary  of  Defense  (Comptrollv) 
reduce  the  Military  Construction  and  Base  Closure  Account  funds  unt  tlm 
Naval  Lemoore  ccmstructioa  prqject  by  $27.d  million  and 

reinugram  the  tends  for  other  valid  requiranmits. 


Manaaement  Comments.  The  Under  Secretary  I^feMC 
(Comptroller)  stated  that  DoD  has  recommended  to  Ite  1995  BRAC 
Coin^ion  that  the  1993  BRAC  realignment  from  NAS  Mira^  to  NAS 
Lemoore  be  changed.  The  Comptroller  placed  the  project  funds,  MILCON  and 
Base  Closure  Account,  on  adnumstradve  hold  until  the  Assist^  Seerrtary  of 
Defense  (Health  Affiun)  reviews  die  requirements  to  determine  the  type  of 
niUitary  treatincnt  facility  that  will  be  needed.  Any  savings  associated  with  the 
replacement  inoject  will  be  r^rogrammed. 


Audk  ■  The  comments  from  the  Undo*  Secretary  of  Defense 

(ComptrollM)  are  rcHMOuve.  However,  any  decision  to  a  replarem^ 
project  based  on  the  levalidation  by  the  Assistant  Scactary  of  Defense  (Heara 
Affairs)  should  be  delayed  until  we  have  reviewed  the  results  of  the 
revaUdation. 
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Appendix  A.  Prior  Audits  and  Other  Reviews 
Appendix  A.  Prior  Audits  and  Other  Reviews 


General  Accounting  Office  Report  No.  B-217767,  "DoD  ShoiUd  Adopt  a  New 
Approach  to  Analyze  the  Cost-Effectiveness  of  Small  Hospitals,"  March  15, 
1985,  stated  that  69  hospitals  with  an  average  daily  patient  load  of  50  or  Iws 
may  not  be  cost-effective  to  operate.  The  General  Accounting  Office  further 
^hnt  DoD  hod  no  procedUTCS  to  evaluate  the  cost-effectiveness  of  those 
69  hospitals.  The  General  Accounting  Office  recommended  that  DoD  develop  a 
model  and  criteria  for  evaluating  the  cort-effectivcMss  of  small 
hospitals  converting  uneconomical  hospitals  to  clinics.  DoD  agreed  with 
the  recommendation. 

OASD(HA)  Report,  "Military  Health  Services  System  Continental  Uiuted  States 
Small  Hospital  Analysis,"  July  1993,  analyzed  57  small  hospitals  (50  or  fewer 
operating  beds)  to  determine  the  feasibility  and  cost-effectiveness  of  converting 
to  an  outpatient  clinic.  Ii^tient  care  would  be  provided  through  an  alternative 
source.  The  report  iden^ed  19  small  military  hospitals  for  detailed  Jinctio^ 
economic  analysis  for  p(rtential  downsizing.  NH  Lemoore  scored  m  the  nu^e 
range  of  the  h^itals  studied  and  was  not  recommended  for  further  study.  The 
r^ort  did  show  that  CHAMPUS  inpatient  care  was  cheaper  than  NH  Lemoore 
inpatient  care. 

Inspector  General,  DoD,  Report  No.  95-212,  "Defense  Base  Realignment  and 
Closure  Budget  Data  for  Fort  Jackson,  South  Carolina,"  June  2,  1995,  repor^ 
that  the  Army  plans  to  construct  a  Primary  Care  Center  that  is  not  a  valid 
BRAC  requirement.  By  canceling  the  Primary  Care  Center  project,  DoD  could 
put  $5.4  mtiiinn  of  Base  Closure  Account,  $2.6  million  of  Other  Proair^ent, 
and  $2. 1  million  of  Operations  and  Maintenance  funds  to  better  use.  The  Under 
Secretary  of  Defense  (Comptroller)  concurred  with  the  recommendartom  but 
deferred  action  pending  receipt  of  Army  comments.  The  OASD(HA)  did  not 
respond  to  the  draft  report. 

Inspector  General,  DoD,  Report  No.  95-213,  "Defense  Base  ^ignment  md 
Closure  Budget  Data  for  the  Naval  Training  Center  Great  L^s,  Illinois, 
June  2,  1995,  reported  tMt  the  Navy  planned  to  construct  a  child  care  center, 
site  irnprovements  for  a  relocatable  brig,  and  a  branch  medical  clime  that  were 
not  needed.  DoD  could  reduce  FY  19%  Ba«  Closure  Account  funds  by  up  to 
$5.1  million  and  (^rations  and  Maintenance  funds  by  iqi  to  $2.7  million  for 
FYs  1997  through  2002  by  the  child  develt^ment  center  and  the  site 

improvements  for  the  brig  and  deferring  the  branch  medical  clinic.  The  Under 
Secretary  of  Defense  (Coir^troller)  concurred  with  the  recoinmendations  but 
deferred  action  pending  receipt  of  Navy  comments  and  resolution  of  the  dollar 
savings.  The  OASD(rfA)  and  the  Navy  did  not  respond  to  the  draft  rqwrt. 

Inspector  General,  DoD,  Report  No.  94-125,  "Defense  Base  Realism  and 
Closure  Budget  Data  for  the  Naval  Medical  Center  Portsmouth,  Vurguua,  June 
8  1994,  reported  that  DoD  planned  to  construct  a  $6.3  million  bachelor  enlisted 
quarters’  and  a  $3.7  million  parking  garage  that  were  not  needed.  Tte  bactelor 
unlisted  quarters  and  parking  garage  projects  were  part  of  the  BRAC  packap 
for  the  MEDCEN  Oakland  closure.  The  report  recommended  that  the 
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MILCON  projects  be  canceled.  The  Navy  agreed  and 
The  report  identified  wetknesses  in  managonicnt  ccMrtrols  for  BRAC 
projecteat  the  Bureau  of  Medicine  and  Surety  and  Naval  Facilities  Engineering 
Command,  Atlantic  Division.  The  oMnmands  agreed  to  stress  procedures  for 
the  control  of  BRAC  MILCON  projects. 

Inspector  General.  DoD,  Report  No.  93-099,  "Quick  Reaction  Report  on  ^ 
Reidigimiem  and  Closure  Budget  Data  for  the  Collocations  of  Army  and  Na>7 
Blood  and  Dratal  Research  Programs,"  May  24,  1993,  reported  that  a  BRAC 
MILCON  project  for  a  Wood  research  and  applications  laboratory  facility  was 
not  needed  and  a  prpjea  for  dental  research  programs  was  in  excess  of 
requirements.  We  recommended  that  other  alternatives  be  pursued  rather  than 
new  construction.  By  implementing  the  reemiunendations,  DoD  could  put  to 
better  use  $18.7  million  in  BRAC  funds.  The  Navy  concurred  with  the 
recommendr^ns. 


Inspector  General,  DoD.  Report  No.  94-063,  "Medical  Treatment  Fiwility 
Requircniexits-Fitzsiliioiis  Army  Medical  Center,"  March  21, 
it  was  not  econ^micfllly  justified  to  construct  a  replacemeiU  MEDC^  at 
Fitzsimons  Army  MEDCEN.  As  a  result,  DoD  could  save  $301.4  n^ion  in 
construction,  design,  and  equipment  funds  by  discontinuing  further  design  work 
on  the  Fitzstmoos  Army  l^DCEN  reidacement  project.  The  OASD(I^) 
agreed  with  the  report.  The  Office  of  the  Under  Secretary  of  Defense  for 
yCquisition  and  Technology  nonconcurred  to  cancel  the  Fitzsimons  Army 
WEDCEN  replacemoit  ptoyct  but  reduced  the  MILCON  funding  estimate  from 
$390  millkm  to  $225  million.  The  National  Defense  AuthtM^^n  Act  kw 
FY  1995  required  the  Secretary  of  Defense  to  certify  that  the  Fitzsimons  Army 
MEDCEN  replacmnent  {nroject  is  needed  and  to  address  specific  issues  ^ 
audit  repOTt  tf  ftinds  are  requested.  In  Program  Bi^et  Decision  No.  305C, 
Decembw  17,  1994,  the  Fitzsimons  Army  MEDCEN  replacement  project 
funding  was  delet^. 

Inspector  General,  DoD,  Report  No.  93-160.  "Medical  F^iUty 
ReS^nts-Portsmouth  Naval  Hospital,"  September  2,  1993,  reported 
d3)  planned  to  cmutnict  an  acute  care  facility  thtd  exceeded  valid  needs.  ^ 
report  recommended  reducing  the  size  of  the  planned  facility  and  renovating 
eiosting  facilities  for  outpatient  services.  The  OASD(HA)  nonconcurred  with 
the  r^mmendation.  In  audit  resolution,  the  Doiuty  Secretary  of  Defense 
authorized  OASDfHA)  to  construct  the  acute  care  facility  as  planned,  with^ 
reducing  its  size.  The  OASD(HA)  concurred  with  a  recomrnendation 
establishing  controls  to  enme  that  medical  MILCON  projects  ate  designed  and 
constructed  within  die  scope  of  a  validated  eccmomic  analysis. 


Inspector  General,  DoD.  Report  No.  93-047,  "Medical  Facility 
Requirements-Stocktmi  Fleet  Hoqiital  Prepositioning  Facility,  January  M, 


rtT,v<sTiiM 


iKrt  revalidate  requirements  or  perform  an  economic  analysis.  As  the  result  oi 
the  recommeodaSon,  OASD(HA)  revalidated  the  requiiemc^  and  found  the 
construetkm  project  was  not  needed.  OASD(HA)  canceled  the  $22  million 


MILCON  project. 
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Inspector  General,  DoD,  Report  No.  92-039, 

Construction  of  Nellis  Ak  Fwce  Base,  Nevada, 
showed  that  OASD(HA)  had  not  revalidated  the 
construction.  The  rqwit  concluded  that  the  Nd 
economically  justified.  The  OASD(HA)  nonconcurred  with  ^  re^tted 
conclusion,  but  agroMl  to  establish  procedures  to  revali^  die  requirements  and 
the  economic  ana^sis  for  fiiture  medical  MILCON  projects. 


"Quick-Reaction  Rnort  on 
Ho^ital,"  Jtmuy  30,  1992, 
project's  lequkemeiits  before 
iu  MILCON  project  was  not 
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Appendix  C.  Methodology  for  C^culating 
Average  Inpatient  Costs  and  Cost  Differential 


Actual  Average  Inpatient  Cost  Estimates 


The  actual  average  ii^atieut  cost  used  in  this  report  is  a  weighted  average  wst 
per  inpatient  discharge  (average  iiqiatient  cost)  for  FYs  1991  through  1993. 
The  actual  average  iiqiatient  cost  is  determined  from  three  factors: 


0  ii^atient  discharge  cost, 

0  annual  case  mix  index  (CMI),  and 
0  annual  correction  factor. 

Inpatient  Discharge  Cost.  The  average  iiqiaaent  discharge  coste  c^  from 
the  "Medical  Expense  Performance  Reporting  System  Part  I-Medical  Eqiense 
Report"  for  NHLemoore.  and  the  CHAMPUS  (Government  anm^  cost) 
"Health  Care  Summary  Report"  for  the  catchmem  area.  The  average  inpatient 
discharge  cost  is  the  total  inpatient  cost  divided  by  the  number  of  i^tient 
discharges.  The  average  iipatient  discharge  cost  has  to  be  weighted  by  the  level 
of  case  complexity. 

Case  Mix  Index.  The  annual  CMI  is  a  measure  of  total  patient  case  load 
complexity.  CMI  is  a  sum  of  diagnosis  related  group  numbers  divided  by  die 
numter  of  discharges.  The  Health  Care  Finance  Administration  has  assigned  a 
case  mix  number  to  each  diagnosis  related  group  that  reflects  avmge  resou^ 
consumption,  patient  length  of  stay,  and  complexity  of  care  for  a  medi^ 
problem.  The  CMI  comes  from  the  Defense  Medical  Information  System  for 
both  NH  Lemoore  and  CHAMPUS. 

Correction  Factor.  OASD(HA)  uses  the  annual  correction  factor  to  adjust  the 
annual  CMI  when  the  CMI  is  being  compared  for  more  th^  1  year. 
OASD(HA)  calculates  a  new  correction  factor  each  year,  because  of  me  yearly 
change  in  some  case  mix  numbers. 

Formula.  The  formula  for  calculating  the  average  ii^tient  cost  is: 

average  inpatient  cost  =  average  inpatient  discharge  wst  divided  by  the 
quotient  of  the  average  CMI  divided  by  the  correction  factor 

Table  C-1  shows  the  calculations  used  to  determine  the  actual  average  undent 
cost  for  NH  Lemoore. 
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Differential 


Table  C-1.  NH  Lemoore  Actual  Average  Inpatient  Cost 


Fiscal 

Year 

Average 

Inpatient 

Discharge 

Cost 

CMI 

Correction 

Factor 

Actual 

Average 

Inpatient 

1991 

$3,158 

.4819 

.8024 

$5,258 

1992 

3,109 

.4739 

.8048 

5,280 

1993 

3,652 

.5153 

.7949 

5,633 

Table  C-2  shows  the  calculations  used  to  determine  the  actual  average  inpatient 
cost  for  CHAMPUS. 


Table  C-2.  CHAMPUS  Actual  Average  Inpatient  Cost 


Fiscal 

Year 

Average 

Inpatient 

Discharge 

Cost* 

CMI 

Correction 

EaslQI 

Actual 

Average 

Inpatient 

Cost 

1991 

$9,939 

1.7070 

.8024 

$4,672 

1992 

6,833 

1.3320 

.8048 

4,128 

1993 

6,151 

1.1227 

.7949 

4,355 

’“The  average  inpatient  discharge  cost  includes  only  DoD  cost. 


Cost  Differential  Between  NH  Lemoore  and  CHAMPUS 

To  determine  the  annual  cost  difference  between  NH  Lemoore  and  CHAMPUS 
inpatient  costs,  the  cost  difference  must  be  calculated  for  three  categories  of 
beneficiaries;  nonactive  duty  beneficiaries  under  age  65,  beneficiaries  age 
65  and  over,  and  active  duty  personnel.  The  following  formula  was  used  to 
calculate  the  annual  cost  difference. 

Annual  cost  difference  =  number  of  inpatient  discharges  multiplied  by  (average 
CMI  divided  by  the  correction  factor)  multiplied  by  cost  difference  between  the 
actual  NH  Lemoore  and  CHAMPUS  average  inpatient  costs 


Nonactive  Duty  Beneficiaries  Under  Age  65.  The  nonactive  duty  beneficiaries 
under  age  65  consist  of  active  duty  dependents,  retirees,  and  retiree  dependents. 
This  beneficiary  group  is  CHAMPUS  eligible  and  must  share  the  cost  with  DoD 
for  CHAMPUS  services.  The  annual  cost  differential  was  calculated  by 
multiplying  the  difference  between  the  NH  Lemoore  and  CHAMPUS  FY  1993 
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actual  average  inpatient  costs  (see  Tables  C-1  and  C-2)  of  $1,278  ($5,633  less 
$4  355),  by  the  audit-determined  nonactive  duty  discharges  (2,031)  tor 
FY  1998,  multiplied  by  the  adjusted  CMIof  .6483  (CMIof  .5153  divided 
by  .7949). 


Beneficiaries  Age  65  and  Over.  DoD  incurs  no  out-of-pocket  expense  for 
Medicare  eligibles.  Beneficiaries  •  age  65  and  over  are  not  entitled  to 
CHAMPUS  benefits.  We  multiplied  the  full  NHLemoore  actual  average 
inpatient  cost  of  $5,633  by  the  audit-determined  FY  1998  calculated  discharges 
of  36,  multiplied  by  the  adjusted  CMI  of  .6483. 


Active  Duty  Personnel.  Because  active  duty  personnel  make  no  copayments 
and  pay  no  deductibles,  we  used  the  full  FY  1993  CHAMPUS  Government  ^d 
beneficiary  charge  (full  CHAMPUS  cost)  of  $4,986  per  discharge.  The 
estimated  difference  between  the  full  CHAMPUS  cost  and  NH  Lemoore  cost 
was  $647  ($5,633  less  $4,986)  per  discharge.  The  $647  difference  was 
multiplied  by  the  number  of  audit-calculated  active  duty  discharges  of  222  tor 
FY  1998,  multiplied  by  the  athusted  CMI  of  .6483.  Table  C-3  shows  the 
calculation  of  the  annual  cost  difference. 


Table  C-3.  Estimate  of  Annual  Cost  Difference 


Beneficiary 

Adjusted 

Cost 

Annual  Cost 
Difference 

Category 

Discharges 

CMI 

Difference 

($Q0Q)..- 

Nonactive  duty 

2,031 

.6483 

$1,278 

$1,683 

Medicare 

36 

.6483 

5,633 

131 

Eligibles 
Active  Duty 

222 

.6483 

647 

_ 2a 

Total 

2,289 

$1,907 

The  annual  cost  difference  of  $1 ,907,000  is  the  potential  monetary  benefit  if  the 
NH  Lemoore  inpatient  work  load  was  referred  to  civilian  hospitals. 
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Joint  Commission  on  Accreditation  of  Health  Care  Organizations. 
Average  vacant  beds  and  vacancy  rate  not  reported. 


Appendix  E.  Siunmary  of  Potential  Benefits 
Resulting  From  Audit 


Recommendation 

Reference  Description  of  Benefit 


Amount  and/or 
Type  of  Benefit 


l.a. 


Lb. 


2. 


Economy  and  Efficiency. 
Reduce  funding. 


Economy  and  Efficiency.  Ensure 
that  cost  comparisons  in  economic 
analyses  are  prqMred  properly. 


Economy  and  Efficiency. 
Reduce  funding. 


Funds  put  to  better 
use.  A  one-time 
benefit  of 
$27.6  million  in 
Military  Construction 
Amnopriatkm 
(^X-0500)  and  Base 
Closure  Accourtt 
fiuii^. 

Also,  an  annual 
benefit  of 
$1.91  million,  or 
$11.5  million  for 
FYs  1998  through 
2003,  Defense 
Medical  Program 
G^)mtk>DS  and 

>^rc»riation 

Undeterminable.  The 
amount  of  monetary 
benefits  will  be 
determined  by  future 
budget  requeks  and 
budget  decidons. 

Funds  mit  to  better 
use.  Mon^ary 
benefits  are  inchided 
in  Recommendation 
l.a. 


! 


1 
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Appendix  F.  Organizations  Visited  or 
Contacted 


Office  of  the  Secretary  of  Defense 

Under  Secretary  of  Def«ise  (Coo^Jtroller),  Washington,  DC 
Assistant  Secretary  of  Defense  (Health  Affairs),  Washington,  DC 
Health  Budget  and  Programs,  Washington,  DC 
Health  Services  Operations  and  Readiness,  Washington,  DC 
Defense  Medical  Facilities  Office,  Falls  Church,  VA 
Health  Services  Analysis  and  Measurement,  Falls  Church,  VA 


Department  of  the  Navy 

Deputy  Chief  of  Naval  Operations  (Logistics),  Wadiii^n,  DC 
Commander  in  Chief,  U.S.  Pacific  Fleet,  Honolulu,  HI 

Commander,  Naval  Air  Force,  U.S.  Pacific  Fleet,  San  Diego,  CA 
Naval  Air  Statiem,  LemoOTe,  CA 
Comptroller  of  the  Navy,  Washin^n,  DC 
Bureau  of  Medicine  and  Surgery,  Washington,  DC 
Naval  Ho^ital  Lemoore,  CA  .  .  » 

Naval  Facilities  Engineering  Command,  Alexandn^  VA 

Western  Division,  Naval  Facilities  Engineering  Command,  San  Diego,  CA 


Other  Defense  Organiiations 

Office  of  the  Civilian  Health  and  Medical  Program  of  the  Umfnmed  Services, 
Aim>ra,  CO 

Defense  Maq^ower  Data  Center,  Arhngton,  VA 


Non-Defense  Organizations 

Department  of  Health  and  Human  Services,  Division  of  Shortage  Designation, 
Bethesda,  MD 

Department  of  Veteran  Affairs,  Medical  Center,  Fresno,  CA 


Non-Govemment  Organizations 

Alta  District  Hoqiital,  Dinuba,  CA  . 

California  Department  of  Finance  Demographic  Unit,  Sacramcitfo,  CA 
Clovis  CtHnmunity  Ho^ital,  Govis,  CA 
Coalinga  Hospital,  Coalii^,  CA 
Corcoran  District  Hospital,  Cotoran,  CA 
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Appendix  F.  Organizations  Visited  or  Contacted 


Non-Govemment  Organizations  (cont'd) 

Fresno  County  Planning  District,  Fresno,  CA 
Kaiser  Pennanente  Hoq)ital,  Fresno,  CA 
iCingg  County  Health  Dwul^nt,  Hanford,  CA 
gingg  County  Planning  District,  Hanford,  CA 
Meu^  Board  of  California,  Sacramento,  CA 
Medical  Society  of  Kings  County,  CA 
Monmial  Hospital  at  Exeter,  Exeter,  CA 
Selma  District  Hospital,  Selma,  CA 
Sierra  Community  Hospital,  Fresno,  CA 
Sierra  Kings  District  Horoital,  Rec(Uy,  CA 
Tulare  County  Planning  District,  Visalia,  CA 
Visalia  Community  Hoq)ital,  Visalia,  CA 


32 


Appendix  G.  Report  Distribution 


Office  of  the  Secretary  of  Defense 

Under  Secretary  of  Defense  for  Acquisition  and  Technology 
Director,  Defense  Logistics  Studies  Information  Exchange 
Under  Secretary  of  Defense  (Comptroller) 

Deputy  Under  Secretary  of  Defense  (Comptroller/Management) 
Deputy  Comptroller  (Program/Budget) 

Assistant  Secretary  of  Defense  (Economic  Security) 

Assistant  Secretary  of  Defense  (Health  Affmrs) 

Assistant  to  the  Secretary  of  Defense  (Public  Affairs) 


Department  of  the  Army 

Auditor  General,  Department  of  the  Army 


Department  of  the  Navy 

Assistant  Secretary  of  the  Navy  (Financial  Management  and  Comptroller) 
Auditor  General,  Department  of  the  Navy 


Department  of  the  Air  Force 

Assistant  Secretary  of  the  Air  Force  (Financial  Management  and  Comptroller) 
Auditor  General,  Department  of  the  Air  Force 


Defense  Organizations 

Director,  Defense  Contract  Audit  Agency 
Director,  Defense  Logistics  Agency 
Director,  National  Security  Agency 
-  Inspector  General,  National  Security  Agency 
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Appendix  G.  Report  Distribution 


Non-Defense  Organizations  and  Individuals 

Office  of  Management  and  Budget  .. 

National  Security  mtuI  International  Affairs  Division,  General  Accounting  Office 
Tedinical  Mormation  ^nter 

Defense  and  National  Awonautics  and  Space  Administration  Management  Issues 
Military  Operations  and  Capabilities  Issues 

Chairman  and  ranking  minority  member  of  each  of  the  following  congressional 
committees  and  subcommittees: 

Senate  Committee  on  Appropriations 

Senate  Subcommittee  on  Defense,  Committee  on  Appropriations 
Senate  Subcommittee  on  Military  Construction,  Committee  on  Appropriations 
Senate  Committee  on  Armed  Services 
Senate  Committee  on  Governmental  Affairs 

House  Committee  on  Appropriations  ,  . 

House  Subcommittee  on  Military  Construction,  Committee  on  Appropriations 
House  Subcommittee  on  National  Security,  Committa  on  AK>ropriations 
House  Cwnmittee  on  Government  Reform  and  Oversight  _  .  .  , 

House  Subcommittee  tm  Natkmal  Security,  International  ^airs,  and  Criminal 
Justice,  Committee  tm  Govemme^  Reform  and  Oversight 
House  Committee  on  National  Security 

Senator  Barbara  Boxer,  U.S.  Senate 

Senator  Dianne  Feinstein,  U.S.  Senate 

Congressman  Calvin  Dooley,  U.S.  House  of  Representatives 
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Part  IV  -  Management  Comments 


Under  Secretary  of  Defense  (Comptroller) 
Comments 


(Frofr«ii/»tt49«t) 


OFFICE  OF  THE  UNDER  EECRETARY  OF  OEFENEC 

IfOOOWWWEEfWTAOON 
WASMINOTOM.  DC  SOSOI-IIOO 


MR  31  BOS 


HMoiiMnaH  roa  jusirair  mwacto*  onmAi.  k*  Anoiwno.  ooo  lo 

SDBjiCTi  ocaft  Bmort  on  tho  Audit  of  !••• 

Cloouroittdgot  nut*  for  tbo  hataI  BoopitAl  LnaaorAr 
CAlifomU  (Project  EO.  4CO-5008.20) 


Thi»  rtt»poods  to  your  robrumry  14,  1995,  *o«or*ndu* 
our  ooRROUtu  on  tbo  lUDjoct  roport* 

Tho  Audit  roooMMndo  that  funding  bo  roduood  by  $27*6 
Million  tho  hospital  roplooowont  projoct  for  NEfl  Lowro, 
California,  on  tho  bails  that  tho  projoct  la  not  mnoa^lly 
justifiod.  Tho  audit  rognaaondi^hat  a  clinic  bo 

oonatruotod  Inatoad  of  a  roplaooaont  hospital. 

TH*  DAoar^oMnt  has  rocoaaondod  to  tho  1995  EEAC  Coaalaaion 
thAt^ACAl^lni^ltAA  tor  tho  MAA  roollji^ng  Aetl^loo 

mnrnfti  mA  h«  tha  1903  BEAC  Coaalaaion  ohango  froa  EM  Loaooro, 
gufSrl!iA^Aid^«M  FoUoa.  nooAdA,  to  oth.r  aavaI  Air  rtAtion.. 
If  this  rocosaandatlon  la  approood,  thoro  .olll  bo  no  ^o^  for 
a  roplaoiaonthospltal  or  clinic  at  MM  Loaooro  aa  origlMlly 
niMimad  CurroBtlTn  AIO(HA)  is  roviooing  tho  roquiroaonta  to 

tr.At»nt  iAclUty  r.*.ir«»  1£  th. 
BRAC  1995  rocoamsidatlon  la  approrod. 


As  a  oonaoquonco,  oo  aro  placing  tha  funds  for  tho 
roDlaooaont  hospital  on  adalnistrativo  hold  ponding  **^^^*5  , 

dooisionsA  Aay  savings  assoeiatod  with  tho  roplaoaiMnt 
Sill  bo  roproflaawod  to  othor  valid  roquiroaonta  as  awproprlato. 


CCS 

MD(Hoalth  Affairs) 
ASMCFlnanclal  Managoaont) 


A88mA^^' DB>inY  OOMFTROUIM 
(PROQIVSiymX)QET) 
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Assistant  Secretary  of  Defense  (Health  Affairs) 
Comments 


ArrANH 


OFFICE  OF  THE  AESIETANT  EECWETARY  OF  DEFENSE 

wASHiNaroN.  DC  aoaoi-iaoo 


JUH 


2 


KSMOIU^NDUN  fot  dkpartmkkt  of  defense  inspector  general 


SUBJECT: 


Draft  DaparUnant  of  Dafanaa  Inapactor  Ganaral 
Audit  Raport  on  Baaa  Raalion*ant  and  Cloaura  Budgat 
Data  for  tha  Naval  Hoapital  Laaoora,  California 


Thank  you  for  tha  opportunity  to  ccanmant  on  your  raviaiona 
to  the  draft  audit  raport  concaming  Naval  Hoapital  >  Lan^ra> 
California,  projact  nurtMir  400-5008-20.  Spacific  co»anta  ara 
attachad. 

Aa  noted  in  an  earlier  letter  on  thia  aama  aubjact.  Baaa 
Realignment  and  Cloaura  data  ware  aubjact  to  fraguant  uixSataa 
during  tha  time  aa  developed  our  aaparata  analysea  ^d  wa 
attribute  tha  diffarancaa  in  aavaral  of  our  concluaiona  to  thaaa 
changes.  Hy  Health  Sarvicaa  Analyaia  and  Maaauramant  office  ia 
co^l-ting  a  Military  Conatruction  analyaia  uatw 

tha  aoat  racantly  availabla  population,  workload,  staff infl,  and 
coat  data,  and  incorporatino  a  new  draft  proflr»  for  ^^0’' 
developed  by  tha  Dafanaa  Kadical  Facilitiea  Office. 
revalidation  ramaina  on  achadule  with  cORpiBtion  anticipated  on 
30  June  1995. 

We  appreciate  your  past  review  of  tha  Laraoora  project.  If 
you  have  any  questions,  please  contact  Coeeiandar  Rod  Fiarak  at 
(703)  756-2081  or  DSW  289-2081. 


George  K.  Anderson,  NajGan,  USAF,  IC 
Deputy  Assistant  Secretary  of  Deface 
IHealth  Services  Operations  and  Faadinass) 


Attachment : 
As  Stated 
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Assistant  Secretary  of  Defense  (Health  Affairs)  Comments 


W«  concur  with  th*  flndinfl  that  BRAC  93  funda,  originally 
prograanad  to  support  activa  duty  population  mgration  to  ^val 
Air  Station  (MAS)  Laaoora,  should  ba  roducad  in  full,  contingent 
upon  Congrassional  accaptanca  and  Prasidantial  approval  of 
UKAC  95  r acoasaandat ions  ralaasad  by  tha  Secretary  of  Defense,  as 
they  pertain  to  NAS  l,aBoore. 

Wa  concur  in  principle  with  the  finding  that  a  replacement 
hospital  way  not  be  aconoaiically  justified.  Wa  also  raco^ise 
that  numerous  non-BWWC  issues  underpinning  our  mutual  •”*^y*** 
hava  changed  over  the  past  year,  warranting  raaasasamant  of  the 
propoaed  smdical  Military  Conat^tion  <MILCCW  ^  wllSith 

Naval  Hospital  (NM)  Lesoore  catchment  area.  Tha  Offica  of  HaaXth 
Services  Analyaia  and  Meaauramant  (OASD  (HA),HSOaR/HSAlC)  ia 
performing  a  MXUXMI  revalidation  analysis  using  the  most  recently 
available  data. 

ws  concur  in  principle  that  actual  cost  data  should  ba 
aa  ona  of  the  faotora  uaed  to  perform  cost  coeparisons  between 
health  care  provided  by  military  and  civilian  treatment 
facilitiaa  »dien  oonaidaring  potential  conatruction  projects. 

Since  your  eudit  focueed  on  the  1994  econ^o  . 

r souse t  that  you  clearly  aaaociate  your  final  audit  report  with 
tJSt  enelyeie,  thus  evoidina  potentiel 

revalidetlon.  •  work  in  prooreee  due  for  conpl«tion  in  June  1995. 
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Audit  Team  Members 


This  report  was  prepared  by  the  Logistics  Support  Directorate,  Office  of  the 
Assistant  Inspector  General  for  Auditing,  Dq>artment  of  Defense. 

Shelton  R.  Young 
Michael  A.  Jo8q)h 
JadcL.  Armstnuig 
Douglas  L.  Jones 
Robert  T.  Briggs 
Amu  P.  Martm 
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